








Chesebrough-Pond's is a diversified manufacturer and marketer of 
consumer products, including packaged foods, children's apparel, cos¬ 
metics, proprietaries, toiletries, fragrances and health care products. 
Some of the Company's best known brand names are: Ragu, Adolph's, 
Health-tex, Vaseline, Pond's, Intensive Care, Cutex, Wind Song, 

Cachet, Aviance, Prince Matchabelli, Pertussin, Q-tips and Aziza. 


Financial Highlights 


Net Sales. 

Net Income. 

Earnings Per Share. 

Dividends Per Share. 

Shareholders'Equity. 

Average Shares Outstanding During Year .. 
Number of Shareholders at Year End. 


1977 

1976 

% 

Increase 

$807,997,000 

$746,986,000 

8.2 

60,090,000 

54,134,000 

11.0 

1.86 

1.69 

10.1 

.84 

.76 

10.5 

350,851,000 

317,002,000 

10.7 

32,222,000 

32,121,000 

.3 

14,352 

14,147 

1.4 
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Sales by Product Line 1970,1977 


The changes in composition of 
Chesebrough-Pond's Inc. 
in the nineteen-seventies reflect 
the Company's accomplish¬ 
ments in broadening its product 
lines as it continues its 
commitment to provide quality 
products at reasonable prices. 


$260,986,000* 


Sale* as Agents 4% 

Hospital Products 5% 

Fragrances 7% 

Packaged Foods 12% 


Cosmetics 38% 


Proprietary and 
Specialty 34% 


1970 


$318,407,000** 

Sales as Agents 3% 

Hospital Products 4% 

Fragrances 6% 

Packaged Foods 13% 


Children's Apparel 14% 


Cosmetics 32% 


Proprietary and 
Specialty 28% 

1970 


*As Reported **As Restated for 

Poolings of Interests 


$807,997,000t 


Hospital Products 4% 


Fragrances 10% 


Packaged Foods 19% 


Children's Apparel 18% 


Cosmetics 21% 


Proprietary and 
Specialty 28% 


1977 


tSales as Agents 
accounted for less than 1% 
of the total 
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To Our Shareholders: 


A year ago, as reported in the 1976 Annual 
Report, we completed the structure of a 
more decentralized organization with an 
improved capability to meet the require¬ 
ments of our growing diversified business. 
The Company's accomplishments in 
this past year were an indication of the 
strengths of the management groups 
within this revised structure and their per¬ 
formance relative to our corporate goal 
of growth through qualitatively improved 
earnings. 

In this respect, 1977 was another year of 
progress for your Company with all six 
operating divisions contributing to record 
earnings of $60 million, an increase of 
11 per cent over 1976. Earnings per share 
increased from $1.69 to $1.86. With sales 
reaching a new high of $808 million, a 
gain of 8.2 per cent over 1976, our net 
profit to sales ratio improved from 7.2 per 
cent in 1976 to 7.4 per cent in 1977. The 
year 1977 marked the 22nd consecutive 
year of increased sales and profits. 

Although foreign currency devaluations 
affected earnings by approximately $3.0 
million, this was a slight improvement 
compared with the $3.2 million experi¬ 
enced in 1976. Considerable progress was 
made in the important area of managing 
our cost of goods, resulting in a reduction 
from 49.0 per cent to 47.4 per cent. Our 
income from operations also improved 
from 15.1 per cent to 15.4 per cent of net 
sales and pre-tax margins advanced 
slightly from 14.0 per cent to 14.1 per cent. 

The reduction in our cost of goods ratio, 
through cost savings in manufacturing, 
combined with price increases for some 


products, allowed us to increase our 
expenditures for consumer advertising by 
19.6 per cent and still achieve our objec¬ 
tive of improving our profit to sales ratio. 

While each of our divisions ended 1977 
in a competitively strong position, there 
were major differences in the degree of 
competitive activity confronting our dif¬ 
ferent brands. In this respect our Packaged 
Foods Division experienced perhaps the 
most severe pressure from both new 
and old brands in the growing spaghetti 
sauce market where Ragu is the leading 
brand. Sales for the Division were off 
3.8 per cent for the year, but by midyear 
competition had been successfully coun¬ 
tered to the extent that by year-end our 
market share for Ragu Spaghetti Sauces 
was back up at the 60 per cent level and 
factory sales during the last quarter were 
on a steady upswing which is continuing 
in the first quarter of this year. 

At the same time, 1977 was a year in 
which we made important progress toward 
fulfilling the new product potential 
which figures strongly in our planning for 
the future of the Company. Research and 
development activities have been intensi¬ 
fied in recent years with a goal of adding 
meaningful new products to complement 
the mix of products in each division. 

Many new products have been exposed to 
consumers through market tests in 1977, 
and several potentially major new items 


will be introduced nationally in 1978. In 
reviewing the performance of each divi¬ 
sion in 1977 a brief reference to some of 
these will be included. 

Our oldest operating division. Health and 
Beauty Products, made substantial prog¬ 
ress in 1977 mainly through the growth of 
established brands. Sales reached 
$179,484,000 for an increase of 10.0 per 
cent and operating profit increased by 
12.1 per cent. 

By midyear the Cutex brand of nail 
polishes, removers and nail care acces¬ 
sories had been completely revamped. 

This marked the completion of a two year 
project. A new polish formula, unsur¬ 
passed by any other leading brand in terms 
of shine, durability and smoothness of 
application, has established a new standard 
of quality for all of our nail polish prod¬ 
ucts. With advertising starring actress- 
model Jennifer O'Neill, and new packaging. 
Cutex is currently one of the fastest grow¬ 
ing polish brands in drug stores and the 
leading brand in food and mass mer¬ 
chandising outlets including variety stores. 

Q-tips Cotton Swabs, Cutex Nail Polishes 
and Removers, Vaseline Intensive Care 
Lotion and Pond's Creams were the major 
products which achieved important sales 
gains and improved market share positions 
in 1977. 

Looking ahead to 1978, a new product. 
Pond's Cream & Cocoa Butter, a skin 
softening lotion, is currently being 
launched nationally. It represents a po¬ 
tentially significant entry in the hand 
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Ralph E. Ward, Chairman and President, 
addresses a Health and Beauty Products 
Division sales conference. 


lotion category appealing to a more cos¬ 
metically-oriented consumer than our 
market-leading Vaseline Intensive Care 
brand. National advertising will be 
breaking on television in April for this 
important new product. Another major 
new product is Rave Soft Perm which 
will be our Company's first entry into the 
home permanent wave market. Aside 
from other advantages, this product is 
unique in being the first odorless home 
permanent. The steps to accomplish 
the national launch of the product will 
begin with sales presentations to our cus¬ 
tomers in early April. 


The Prince Matchabelli Division had 
another excellent year in 1977 with sales 
climbing to $86,213,000 for an increase 
of 18.7 per cent over last year. Operating 
profit was up 21.6 per cent. In its early years 
the Prince Matchabelli Division could 
have been referred to as "the fragrance 
division." However, as a result of the suc¬ 
cessful marketing of the Aziza brand of 
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eye make-up and lip and cheek products as 
well as the rapid growth of Erno Laszlo 
Skin Care Preparations, this is no longer 
true as these two brands now represent 
about one third of the Division's sales. 
Since Prince Matchabelli fragrances again 
showed sales improvement in 1977 with 
the Wind Song , Cachet and Aviance 
brands all ranking in the industry's top ten 
sellers, we look for better than average 
performance from this Division in 1978. 

The results for Health-tex were again 
outstanding in 1977 with sales reaching a 
record high of $143,698,000 for an in¬ 
crease of 15.7 per cent over 1976 and with 
operating profits up 15.0 per cent. 

A major objective of the Health-tex 
Division has been to develop the expanded 
organization required to ensure that the 
traditional standard of excellence associ¬ 
ated with Health-tex products would be 
maintained as the business grew. Sales 
have more than doubled in the past five 
years and the Division is still far from 
reaching its long term potential. While 
some elements of our customer service 
operations and production planning func¬ 
tions need further improvement, progress 
in these areas was made in 1977. Con¬ 
sequently, in 1978 we will be in a position 
to expand our successful 1977 test ex¬ 
perience by marketing girls' sizes 7-to-14 
nationally. Also, in 1978, following test 
marketing in 1977, we plan to go na¬ 
tional on a controlled basis with a selected 
range of children's sweaters. Selling a 
broader product range calls for a strength¬ 
ened marketing effort and our adver¬ 
tising budget will be nearly doubled in 
1978 to include a sustained television 
campaign for the first time. These new 
television commercials are animated 


in keeping with the tradition of the suc¬ 
cessful Health-tex print campaigns. 

In spite of the continuing economic un¬ 
certainties in many parts of the world, our 
International Division results showed a 
steady improvement over 1976 with sales 
reaching $226,517,000 for an increase 
of 6.9 per cent and net profit up 6.2 per cent. 
While sales in the Far East area were off 
by 6.6 per cent, all other areas showed in¬ 
creases. Sales in the Far East would have 
advanced by 6.7 per cent except for the 
necessity of complying with an Indian gov¬ 
ernment requirement to sell 60 per cent of 
our Indian company to the public. As a re¬ 
sult, sales and profits of our Company 
there were consolidated in our corporate 
results for the six months through June 30, 
1977 instead of for the full year. While 
there are still details to be completed with 
respect to final distribution of the shares 
to the public in India, we are in effect 
operating today on a 40 per cent owner¬ 
ship basis. Our business continues to be 
healthy in that country and management 
anticipates a continuation of good per¬ 
formance in the future. 

Some of our established International mar¬ 
kets which showed good sales improvement 
during the year were Canada, Argentina, 
Venezuela, Brazil, South Africa, Nigeria, 
Thailand, Germany, Italy and Spain. 
During the year further overseas expan¬ 
sion of successful United States products 
continued to be a major activity. The 
Cachet fragrance line was launched in 
Italy, Norway, Finland and Denmark, 
while the Aviance fragrance line was in¬ 


troduced in Germany, France, Spain and 
Australia and Q-tips Swabs were intro¬ 
duced to several Latin American countries. 

As previously reported we are focusing 
our overseas expansion efforts on those 
countries offering the greatest amount 
of economic as well as political stability. 

As a result of good growth in the sales of 
higher margin products, our Hospital 
Products Division had a very good year in 
1977 with sales reaching $26,261,000 
for an increase of 11.1 per cent and operat¬ 
ing profit improving by 19.3 per cent. 

Our Hospital Products Division is the one 
operating entity which does not market 
its products through retail outlets but con¬ 
centrates its sales almost entirely within 
the hospital area. In addition to maintaining 
a major share of the mercury fever ther¬ 
mometer business, the marketing thrust of 
the Division is directed at three areas 
of maximum potential: wound dressings, 
respiratory aids and male incontinence 
devices. While putting our emphasis on 
disposable products within these areas, 
we have continued to withdraw from the 
commodity-oriented aspects of the Divi¬ 
sion's operations. Toward this end, we sold 
our obstetrical pad and private label 
sanitary napkin business during the year 
allowing us to consolidate manufacturing 
operations in New Jersey into our Sher¬ 
burne, New York facility with resultant 
cost reductions. 

Sales in the Packaged Foods Division 
totaled $145,824,000. As previously men¬ 
tioned this was a 3.8 per cent reduction 
from last year. However, the upswing in 
sales during the last quarter and improved 
cost control throughout the year enabled 
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Executive Committee: Ralph E. Ward, Chairman 
and President (back to camera); and (left to 
right) Frank L. Stamberg, Group Vice President; 
William L. Jackson, Group Vice President; 

J. Edgar Bennett, Group Vice President; 

Robert H. Mann, Vice President, Secretary and 
General Counsel; and Donald G. Wiesen, 

Group Vice President. 


the Division to show a 4.4 per cent operat¬ 
ing profit improvement for the 12 months. 

Having countered the competitive activity 
in the spaghetti sauce area during the 
course of the year and regained our 60 
per cent market share we anticipate good 
results in 1978. In addition, in the first 
quarter we are introducing in the North¬ 
east and Midwest areas a new product, 
Ragu Table Sauce, to compete in the 
important ketchup category. This new 
Italian flavored product will be heavily 


supported by television advertising. Ship¬ 
ments commenced to the Boston and 
Milwaukee areas on February 27 and 
advertising will break in April. 

Other new food products are currently in 
market test in different cities in the United 
States. Based on the past several months 
test results, we anticipate at least one 
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major national launch either later this year 
or in 1979. 

Our research and development efforts 
in the food area have been particularly 
promising over the past year and now that 
we have low acid food pilot plant capacity 
at our new Food Research and Develop¬ 
ment Center in Shelton, Connecticut, many 
new areas of opportunity are open to us. 

Capital spending in 1977 amounted to 
$18 million, with a good portion being 
invested in new plant machinery and 
equipment. Additional amounts were ex¬ 
pended on building expansion both in the 
United States and overseas. We completed 
the development of our Management 
Information Center at Trumbull, Con¬ 
necticut and are in the process of adding a 
Data Processing Center there which will 
be ready in mid-1978. A rail siding was 
completed at our Rochester, New York 
food manufacturing plant which will pro¬ 
duce significant freight savings. New 
pilot plant equipment was installed in our 
new Food Research and Development 
Center at Shelton, Connecticut, and 
through the addition of new equipment, 
we upgraded our plastic molding capacity 
at the Jefferson City, Missouri and 
Clinton, Connecticut plants. New high 
speed cotton swab-making machinery was 
also installed in the Jefferson City plant. 
Internationally, a new Ragu products plant 
was completed at Peterborough, Ontario, 
Canada and construction was initiated at 
Gaggiano, Italy for a plant to manufac¬ 
ture Brioschi and Lysoform products. In 
1978 we expect capital expenditures to 
approximate $20 million. 

In the area of our social concerns, 
Chesebrough-Pond's continued to expand 


its participation in programs in support 
of educational institutions, minority 
organizations, medical and health pro¬ 
grams and job training centers such as the 
Opportunities Industrialization Centers 
in the Northeastern part of the country. 
We believe the affirmative action pro¬ 
grams developed by the Company pro¬ 
duced good results during the year as we 
continued to provide increased levels of 
employment and opportunity for all 
talented people. 

During the year our organization ex¬ 
panded from 15,972 employees in 1976 to 
16,678. While the proportion of minority 
group employees increased from 11.1 per¬ 
cent in 1976 to 11.8 per cent in 1977, the 
percentage of women in management grade 
positions increased from 23.6 per cent 
in 1976 to 23.8 per cent in 1977. 

Since my last letter to you there have been 
three changes in our Board of Directors. 
After six years on our board, Anthony L. 
Conrad, former Chairman and Chief 
Executive Officer of RCA Corporation, 
decided not to stand for reelection at the 
May meeting of shareholders. Donald 
F. McCullough, Chairman and Chief Exec¬ 
utive Officer of Collins & Aikman 
Corporation, was elected to the board in 
August 1977. In February 1978 James 
D. Farley, Executive Vice President of 
Citibank, N.A., was elected to the board. 

In February 1978 the Board of Directors 
voted an increase in the Company's 


quarterly dividend from 21 cents to 23*/2 
cents per common share. The year 1978 
will mark the 19th consecutive year in 
which dividend payments will have been 
increased and the 96th year of unbroken 
dividend payments. 

Our 22nd consecutive year of record sales 
and earnings is a direct reflection of the 
interest and support of all of our employees 
around the world. On behalf of the 
Officers and Directors, I thank them for 
their continuing efforts and our share¬ 
holders for their continued support. 

Recently we initiated a corporate adver¬ 
tising campaign which some of you may 
have seen in the magazine section of your 
Sunday newspaper. It was designed to 
tell American families about Chesebrough- 
Pond's, its family of fine products and 
its performance record as a company over 
the years. It also expressed our confidence 
and commitment in the free enterprise 
system as the best system devised to create 
prosperity and economic opportunity for 
a nation and its people. 

Despite the continuation of many eco¬ 
nomic uncertainties both at home and 
overseas, we believe Chesebrough-Pond's 
is well equipped in terms of people and 
products to have another record year in 
1978 and to reach the $1 billion sales level 
in 1979 with quality of earnings growth. 

-&4J. r. /W 

Ralph E. Ward 
Chairman and President 

March 1978 
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Net Sales by Operating Divisions 

(in thousands of dollars) 



Five-Year 

Average 

Growth 

1977 

1976 

1975 

1974 

1973 

1972 

Health and Beauty 


$179,484 

$163,183 

$146,071 

$134,755 

$125,129 

$129,802 

Products 

6.8% 

+10.0% 

+11.7% 

+8.4% 

+7.7% 

-3.6% 


Packaged Foods 

19.9% 

145,824 

-3.8% 

151,542 

+8.2% 

140,007 

+39.0% 

100,715 

+25.8% 

80,029 

+30.3% 

61,413 

Health-tex 

17.8% 

143,698 

+15.7% 

124,185 

+11.6% 

111,260 

+30.0% 

85,581 

+20.3% 

71,139 

+11.3% 

63,914 

Prince Matchabelli 

25.1% 

86,213 

+18.7% 

72,621 

+27.4% 

57,002 

+27.6% 

44,689 

+32.3% 

33,789 

+19.4% 

28,300 

Hospital Products 

8.7% 

26,261 

+11.1% 

23,632 

+10.8% 

21,325 

+8.8% 

19,596 

+8.9% 

17,999 

+3.9% 

17,331 

International 

12.8% 

226,517 

+6.9% 

211,823 

+6.5% 

198,918 

+13.1% 

175,921 

+20.0% 

146,643 

+17.5% 

124,821 

Total 

13.8% 

$807,997 

+8.2% 

$746,986 

+10.7% 

$674,583 

+20.2% 

$561,257 

+18.2% 

$474,728 

+11.5% 

$425,581 


1977 Sales by Operating Divisions 

_Health and Beauty Products 22% 

_Health-tex 18% 

_Packaged Foods 18% 

_Prince Matchabelli 11% 

_Hospital Products 3% 

_International 28% 
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Health and Beauty Products Division: As its sales moved 
upward in 1977 the Health and Beauty Products Division 
achieved a 2.3 per cent reduction in cost of goods sold as a per¬ 
centage of net sales. This came about through a combination 
of operating efficiencies and price increases which enabled 
advertising levels to be increased by 31 per cent and still show a 
12.1 per cent improvement in operating profit. During the year 
Q-tips Cotton Swabs, Vaseline Intensive Care Lotion, Cutex 
products and Pond's Creams all showed improved market shares. 
Two potentially important new products. Pond's Cream & 

Cocoa Butter and Rave Soft Perm, are being introduced in 1978. 

















Hospital Products Division: Continuing concentration on 
product lines offering good profit margins along with plant 
consolidations and operating efficiencies helped the Hospital 
Products Division achieve much improved profitability in 1977. 
The automated systems developed by the Division for ther¬ 
mometer production resulted in the establishment of a Corporate 
Advanced Technology Group which is now making cost saving 
contributions in all divisions of the Company. The program for 
the future growth of the Division calls for aggressive new 
product development with emphasis on such areas as disposable 
devices, respiratory care and non-adhering dressings. 


































Packaged Foods Division: In 1977 the prepared spaghetti sauce 
market became more clearly segmented, with extra thick sauces 
emerging as an important area accounting for nearly 20 per cent 
of sales. Ragu Extra Thick and Zesty Spaghetti Sauce quickly 
became established as the most popular product in this segment 
and second only to the traditional Ragu sauces in the total 
prepared sauce category. Through the year a program of facility 
and process improvement was implemented which helped the 
Division achieve record earnings. With new product introduc¬ 
tions in 1978 and increased growth of established products, 
management expects 1978 to be an excellent growth year for 
this Division. 



Packaged Foods 

(Sales in millions of dollars) 
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Health-tex Division: The Health-tex tradition of marketing 
quality products at reasonable prices helped the Division achieve 
another record year in 1977, a year which saw the test market¬ 
ing of girls' apparel in sizes 7-to-14 as well as the first Health-tex 
sweaters. Both tests were successful and the products are 
being introduced into the line nationally in 1978. These are the 
first steps toward competing in a significantly enlarged market. 
With the added new products the Division's design staff was 
enlarged and reorganized. Expanded advertising, including ani¬ 
mated TV commercials with the familiar Health-tex characters, 
will support the line in 1978. 

























Prince Matchabelli Division: The rapid growth of the Aziza line 
of products was given a new dimension with the Fall 1977 
introduction of Aziza Natural Lustre Lip Gloss and Aziza 
Natural Clow Blush, the first Aziza lip and cheek products. Both 
were exceptionally well received and opened up a major new 
market segment for the brand. The three leading Prince 
Matchabelli fragrances, Wind Song , Cachet and Aviance, 
maintained their position among the industry's top ten selling 
brands. Reduction in the cost of goods sold was achieved through 
improved operating efficiencies and the effective utilization 
of the Division's new plant in Huntsville, Alabama. 




















International Division: The International Division made prog¬ 
ress in the past year both in terms of sales and contribution to 
corporate income, despite uncertainties in many economies 
around the world. The biggest gains were achieved in Africa, the 
Western Hemisphere and parts of Europe. Facilities expansion 
programs in Canada were completed while construction began 
on a new plant in Gaggiano, Italy, due to open in mid-1978. In 
the main, emphasis will continue to be placed on those markets 
offering economic and political stability with greater local 
financing to lessen the impact on results of currency devaluations. 


1977 International Net Sales by Area and 
Change from 1976 


Europe. 

Western 

. $ 91,041,000 

+ 4.5% 

Hemisphere . 

75,131,000 

+11.3% 

Far East. 

28,103,000 

- 6.6% 

Africa . 

32,242,000 

$226,517,000 

+18.8% 
+ 6.9% 



International 

(Sales in millions of dollars) 
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Financial Review 


Management's Discussion and Analysis of 
the Summary of Operations 

Net Sales 

Consolidated net sales for 1977 showed 
an increase of 8.2 per cent over 1976 with 
all operating divisions, except the Pack¬ 
aged Foods Division, contributing to 
the gain. This compares with a sales in¬ 
crease of 10.7 per cent in 1976. The Health 
and Beauty Products Division posted an 
increase of 10.0 per cent. A significant 
portion of the 1977 increase in sales was 
due to major sales increases in three of the 
Division's well-known consumer products. 
Q-tips Cotton Swabs increased its market 
share, continuing its leadership position 
in the cotton swabs category. The 
Vaseline Intensive Care line, bolstered by 
the first full year sales gains of Extra 
Strength Vaseline Intensive Care Lotion, 
also increased its share of this important 
market category. In addition. Cutex prod¬ 
ucts achieved a substantial net sales gain. 
The Packaged Foods Division sustained 
a decrease of 3.8 per cent in net sales as a 
result of increased competitive pressure 
from both new and old brands in the 
growing spaghetti sauce market. Despite 
this, the Division was able to establish 
Ragu Extra Thick and Zesty Spaghetti 


Sauce as the number two product in the 
prepared sauce market behind the tradi¬ 
tional Ragu Spaghetti Sauces. The Health- 
tex Division sales increase of 15.7 per cent 
was due in part to the limited national tests 
of girls' preteen sizes 7-to-14 as well as a 
sales increase in the Division's regular line. 
The increase in the Aziza line accounted 
for a significant portion of the Prince 
Matchabelli Division's sales increase of 
18.7 per cent over sales in 1976. The third 
quarter introduction of two new products, 
Aziza Natural Clow Blush and Aziza 
Natural Lustre Lip Gloss made an impor- 
ant contribution to the Aziza line in¬ 
crease. The Hospital Products Division 
posted another strong gain with a sales in¬ 
crease of 11.1 per cent with the greatest 
increases coming from respiratory devices 
and non-adhering dressings. 

The International Division sales increase 
of 6.9 per cent was achieved despite some 
unfavorable currency translation com¬ 
parisons, particularly in Argentina, Aus¬ 
tralia, Brazil, Mexico and Spain. 

The total Domestic sales increase of 8.7 
per cent in 1977 consisted of volume 
growth of 6.9 per cent for all divisions 
except Packaged Foods, which had a vol¬ 
ume decrease of 8.3 per cent. As a result, 
price increases accounted for 6.1 per cent 
growth. International Division sales 
growth of 6.9 per cent was the result of 
volume increases of approximately 2.5 per 
cent and price increases of 13.4 per cent 
which more than offset changes in rela¬ 
tive rates of exchange which reduced sales 
by 9.0 per cent. 


In 1976, of the total Domestic sales in¬ 
crease of 12.5 per cent, approximately 7.5 
per cent was a result of volume growth 
and 5.0 per cent came from price increases. 
International Division sales growth of 

6.5 per cent was the result of volume in¬ 
creases of approximately 8.5 per cent 

and price increases of 21.5 per cent which 
were inadequate to offset the sales reduc¬ 
tions of 23.5 per cent caused by changes 
in relative rates of exchange. 

Operating Costs and Expenses 

Margins improved as cost of products 
sold decreased from 49.0 per cent in 1976 
to 47.4 per cent in 1977. Lower production 
costs in each of the operating divisions, 
except the Health-tex Division which in¬ 
curred a slight increase, accounted for 
the major portion of the decrease. In addi¬ 
tion, cost of products sold in the Inter¬ 
national Division included additional costs 
related to foreign currency translation of 
inventories of only $1,695,000 in 1977 as 
compared with $4,386,000 in 1976. 

Cost of products sold decreased from 

49.5 per cent of sales in 1975 to 49.0 per 
cent in 1976 despite a slightly higher 
charge related to the foreign currency 
translation of inventories of $4,386,000 in 
1976 as compared with $3,973,000 in 
1975. Slightly lower production costs in 
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Ten-Year Financial Summary 1968-1977 

(in thousands of dollars) 



1977 

1976 

1975 

1974 

1973 







Net sales . 

. $807,997 

$746,986 

$674,583 

$561,257 

$474,728 

Operating costs and expenses. 

. 686,405 

636,726 

577,280 

478,080 

399,746 

Interest expense. 

. 9,735 

9,279 

8,607 

6,460 

4,601 

Income before provision for taxes. 

. 113,798 

104,787 

89,540 

81,189 

73,718 

Provision for income taxes. 

. 53,708 

50,653 

41,618 

38,018 

34,873 

Net income . 

. 60,090 

54,134 

47,922 

43,171 

38,845 

Earnings per share. 

. 1.86 

1.69 

1.50 

1.36 

1.23 

Dividends per share . 

. .84 

.76 

.68 

.62 

.56 

Pre-tax income as a per cent of net sales. 

. 14.1% 

14.0% 

13.3% 

14.5% 

15.5% 

Net income as a per cent of net sales. 

. 7.4% 

7.2% 

7.1% 

7.7% 

8.2% 







Current assets . 

. $398,860 

$345,468 

$312,876 

$286,630 

$209,307 

Current liabilities . 

. 131,859 

111,720 

107,737 

116,177 

68,764 

Working capital. 

. 267,001 

233,748 

205,139 

170,453 

140,543 

Property, plant and equipment (net) . 

. 128,652 

123,497 

119,803 

102,811 

82,181 

Total assets . 

. 575,429 

514,897 

478,582 

436,262 

338,896 

Long-term obligations . 

. 75,382 

72,172 

76,714 

60,275 

40,217 

Shareholders' equity. 

. 350,851 

317,002 

282,822 

250,759 

223,170 

Shareholders' equity per share. 

. 10.88 

9.84 

8.85 

7.90 

7.06 

Return on shareholders' equity. 

. 19.0% 

19.1% 

19.1% 

19.3% 

20.3% 

Shares outstanding. 

. 32,243,813 

32,211,084 

31,950,552 

31,754,210 

31,619,390 

Stock Price Range. 

. 26 7 /8-20% 

32V2-22V2 

33V2-18 5 /8 

33 8 /4-13 8 /8 

46-30 


Net Sales Net Income 

(in millions of dollars) (in millions of dollars) 



68 69 70 71 72 73 74 75 76 77 
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CHESEBROUGH-POND'S INC. AND SUBSIDIARIES 


1972 

1971 

1970 

1969 

1968 

$425,581 

$368,081 

$318,407 

$282,348 

$254,654 

356,411 

306,413 

265,194 

234,921 

211,387 

4,324 

3,921 

4,174 

2,742 

1,213 

67,479 

60,696 

51,370 

48,460 

44,452 

32,737 

30,246 

24,540 

24,016 

22,679 

34,742 

30,450 

26,830 

24,444 

21,773 

1.12 

.99 

.89 

.79 

.69 

.54 

.52 

.51 

.47 

.43 

15.9% 

16.5% 

16.1% 

17.2% 

17.5% 

8.2% 

8.3% 

8.4% 

8.7% 

8.6% 

$188,394 

$165,273 

$144,977 

$133,836 

$120,111 

67,146 

66,984 

50,356 

46,542 

42,512 

121,248 

98,289 

94,621 

87,294 

77,599 

76,322 

59,353 

50,244 

47,535 

37,086 

311,620 

270,988 

237,328 

217,003 

173,309 

48,670 

41,726 

45,523 

47,625 

19//30 

191,678 

158,794 

137,116 

116,230 

108,725 

6.12 

5.15 

4.50 

3.90 

3.45 

21.9% 

22.2% 

23.1 % 

22.5% 

22.4% 

1,318,558 

30,826,872 

30,493,310 

29,813,224 

31,476,560 

c 4 3 /4-28V4 

30V4-22V4 

26V2-16 3 /s 

27V4-18V2 

24V4-17V8 


)istribution of Income 

in millions of dollars) 


Earnings and Dividends 
Per Share (in dollars) 


I Income Taxes 
■ Dividends 

| Earnings Reinvested 




119 

102 

85 

68 

51 

34 

17 
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each of the operating divisions, except 
the Packaged Foods and Prince Matchabelli 
Divisions, were the major reason for 
the decrease. 

Selling, advertising and administrative 
expenses were up 12.0 per cent and 
absorbed 37.5 per cent of each sales dollar 
as compared with 36.2 per cent of sales 
in 1976. The increase as a per cent of sales 
dollar was due primarily to increased ad¬ 
vertising and promotional activity, partic¬ 
ularly in the Health and Beauty Products, 
Prince Matchabelli and International Divi¬ 
sions, partially offset by a reduction of 
these expenses in the Packaged Foods 
Division. Selling, advertising and adminis¬ 
trative expenses were up 11.2 per cent 
when comparing 1976 with 1975. However, 
the per cent of each sales dollar absorbed 
by this group of expenses varied only 
slightly. In 1976, these expenses absorbed 
36.2 per cent of each sales dollar and in 
1975 absorbed 36.1 per cent. 

Interest Expense 

Interest expense of $9,735,000 was 4.9 per 
cent higher than in 1976 due to a higher 
average level of foreign borrowings re¬ 
quired to finance increased working capital 
needs and to help reduce the impact of 
currency fluctuations, partially offset by 
lower levels of domestic borrowings. 
Effective interest rates were slightly higher 
in 1977 than in 1976. 

In 1976, interest expense was 7.8 per cent 
higher than in 1975 as a result of a 
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higher average level of borrowing required 
to finance increased working capital 
needs and, in part, as a result of increased 
foreign borrowings at higher interest 
rates to reduce the Company's foreign cur¬ 
rency exposure. Interest rates, however, 
averaged out at approximately the same 
effective rate during 1976 that the 
Company experienced during 1975. 

Foreign Exchange 

As previously indicated, the Company 
charged to cost of products sold $1,695,000 
and $4,386,000 in 1977 and 1976, re¬ 
spectively, representing translation losses 
on inventories. Exclusive of amounts 
charged to cost of products sold, the Com¬ 
pany recorded a loss on foreign exchange 
of $1,331,000 in 1977 and a gain on foreign 
exchange of $1,144,000 in 1976. The 
primary reason for this difference was that 
1977 included a loss on forward con¬ 
tracts of $1,245,000, principally in the 
United Kingdom, and 1976 included a 
gain on forward contracts of $1,889,000. 
Other countries in which the Company had 
major exchange losses were Argentina, 
Canada, Mexico, Nigeria and Spain 
in 1977 and Argentina, Italy, the United 
Kingdom and Zambia in 1976. In 1975, 


exclusive of $3,973,000 charged to cost of 
products sold, the Company recorded 
a loss on foreign exchange of $1,359,000. 

Provision for Income Taxes 

The 1977 provision for income taxes at 
47.2 per cent of income before taxes was 
lower than the 1976 rate of 48.3 per cent. 
This was principally the result of the 
reduced effective tax rate in International 
operations due to a decrease in non-tax 
deductible foreign exchange translation 
losses included in cost of products 
sold. The 1976 provision for income taxes 
at 48.3 per cent of income before taxes 
was higher than the 1975 rate of 46.5 per 
cent. This was principally the result of 
the increased effective tax rate in Inter¬ 
national operations due to a larger portion 
of pre-tax profits earned in countries 
with high tax rates partially offset by an 
increase in tax-exempt earnings from 
the Company's operations in Puerto Rico. 
A reconciliation of the 1977 and 1976 
provisions for income taxes to the United 
States statutory rate (48 per cent) is pre¬ 
sented in the income taxes footnote to the 
Consolidated Financial Statements. 

Net Income 

Net income for 1977 was higher than 
1976 by $5,956,000, or 11.0 per cent, as 
compared to net income for 1976 which 


was higher than 1975 by $6,212,000, 
or 13.0 per cent. For the second consecu¬ 
tive year, net income increased over the 
previous year at a higher percentage rate 
than the corresponding net sales increase. 

Inventories 

In 1977, inventories increased 14.6 per 
cent over 1976 and at year end represented 
25.1 per cent of the annual sales figure as 
compared to 23.7 per cent in 1976. Inven¬ 
tories were up primarily due to a high 
level of finished goods in the Health-tex 
and International Divisions and higher 
tomato paste inventories resulting from 
the unexpectedly high yield 1977 
California tomato crop. 

In 1976, the 10.7 per cent sales in¬ 
crease was achieved with an increase in 
inventories of only 1.4 per cent which 
resulted in inventories at year end being 
23.7 per cent of the annual sales figure 
compared to 25.9 per cent in 1975. 


















Operating Results by Industry Segments 

1977 

1976 

1975 

1974 

1973 

Net Sales 


(in thousands of dollars) 


Health and Beauty Products. 

$182,398 

$166,288 

$148,861 

$137,242 

$127,132 

Packaged Foods . 

145,883 

151,605 

140,041 

100,718 

80,029 

Health-tex. 

143,751 

124,185 

111,260 

85,581 

71,139 

Prince Matchabelli. 

95,999 

85,987 

64,615 

47,641 

35,902 

Hospital Products. 

26,362 

23,715 

21,446 

19,672 

18,031 

International. 

213,604 

195,206 

188,360 

170,403 

142,495 

Total Net Sales. 

$807,997 

$746,986 

$674,583 

$561,257 

$474,728 

Income from Operations 






Health and Beauty Products. 

$ 33,248 

$ 30,280 

$ 25,865 

$ 20,936 

$ 25,318 

Packaged Foods . 

23,346 

21,408 

20,935 

18,938 

12,009 

Health-tex. 

20,496 

18,257 

16,267 

12,528 

12,282 

Prince Matchabelli. 

20,598 

20,846 

14,197 

9,271 

7,815 

Hospital Products. 

2,763 

2,303 

1,698 

1,268 

688 

International. 

23,751 

19,659 

20,638 

22,619 

19,324 

Total Income from Operations. 

124,202 

112,753 

99,600 

85,560 

77,436 

Other expense—net. 

(10,404) 

(7,966) 

(10,060) 

(4,371) 

(3,718) 

Income before provision for taxes. 

$113,798 

$104,787 

$ 89,540 

$ 81,189 

$ 73,718 


In December 1976, the Financial Accounting Standards Board issued Statement No. 14 (FAS No. 14) entitled "Financial 
Reporting for Segments of a Business Enterprise," which became effective in 1977. Subsequently, the Securities and Exchange 
Commission substituted "Segments of Business" disclosure for its previous "Lines of Business" requirements. The 
Company's industry segments are substantially consistent with its operating divisional structure. However, as required by FAS 
No. 14, export sales and associated profits are identified with the industry segment responsible for the product's manufacture, 
whereas divisional information presented elsewhere in this report reflects export operations within the International Division, 
which is responsible for the selling, marketing and distribution of exported products. 

The operating results, as discussed in the President's Letter and the Financial Review, are presented on an internal divisional basis. 
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Consolidated Balance Sheet 


Assets 


December 31, 

1977 1976 


Current Assets: 

Cash including time deposits of $4,979,000 (1976—$6,042,000) 
Short-term investments, at cost which approximates market . . . 

Accounts receivable.. 

Inventories: 

Finished goods.. 

Raw materials and work-in-process. 

Total inventories. 

Prepaid expenses. 

Total current assets. 


$ 19,940,000 
13,650,000 
152,802,000 

80,398,000 

122,235,000 

202,633,000 

9,835,000 

398,860,000 


$ 19,654,000 
1,199,000 
139,877,000 

66,510,000 

110,299,000 

176,809,000 

7,929,000 

345,468,000 


Property, Plant and Equipment: 

At cost . 

Less accumulated depreciation. 

Net property, plant and equipment 


198,252,000 

69,600,000 

128,652,000 


183,745,000 

60,248,000 

123,497,000 


Other Assets, at cost 


6,789,000 4,804,000 


Goodwill and Trademarks. 41,128,000 41,128,000 

$575,429,000 $514,897,000 

See accompanying notes. 
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CHESEBROUGH-POND'S INC AND SUBSIDIARIES 


December 31, 

Liabilities and Shareholders' Equity 1977 1976 

Current Liabilities: 

Notes payable. 

Accounts payable and accrued liabilities. 

Federal and foreign income taxes. 

Long-term obligations due within one year. 

Total current liabilities. 

Long-Term Obligations. 

Deferred Income Taxes. 

Other Non-Current Liabilities .. 

Shareholders' Equity: 

Preferred stock—$1.00 par value 

Authorized and unissued—1,000,000 shares .. 

Common stock—$1.00 par value 
Authorized—50,000,000 shares 

Issued—32,427,050 shares (1976-32,312,478) . 

Additional paid-in capital . 

Retained earnings. 

Less 183,237 shares of treasury stock (1976—101,394) at cost 
Total shareholders' equity. 



$ 26,929,000 

$ 23,206,000 

85,922,000 

66,557,000 

15,343,000 

18,297,000 

3,665,000 

3,660,000 

131,859,000 

111,720,000 

75,382,000 

72,172,000 

8,539,000 

5,838,000 

8,798,000 

8,165,000 




32,427,000 

32,312,000 

45,139,000 

42,454,000 

277,199,000 

244,181,000 

354,765,000 

318,947,000 

3,914,000 

1,945,000 

350,851,000 

317,002,000 

$575,429,000 

$514,897,000 


































Consolidated Statement of Income 


CHESEBROUGH-POND'S INC. AND SUBSIDIARIES 


Net sales. 

Royalties. 

Operating revenues . 

Cost of products sold. 

Selling, advertising and administrative expenses 

Operating costs and expenses. 

Income from operations. 

Other income (expense): 

Interest expense. 

Interest income. 

Gain (loss) on foreign exchange. 

Miscellaneous—net. 

Income before provision for taxes. 

Provision for income taxes. 

Net income. 

Earnings per share. 

See accompanying notes. 


Year ended December 31, 
1977 1976 


$807,997,000 

2,610,000 

810,607,000 

383,189,000 

303,216,000 

686,405,000 

124,202,000 

(9,735,000) 
1,477,000 
(1,331,000) 
(815,000) 
(10,404,000) 
113,798,000 
53,708,000 
$ 60,090,000 
$1.86 


$746,986,000 

2,493,000 

749,479,000 

366,114,000 

270,612,000 

636,726,000 

112,753,000 

(9,279,000) 
901,000 
1,144,000 
(732,000) 
(7,966,000) 
104,787,000 
50,653,000 
$ 54,134,000 
$1.69 



















































Consolidated Statements of Additional Paid-In Capital 
and Retained Earnings 


CHESEBROUGH-POND'S INC. AND SUBSIDIARIES 


Year ended December 31, 
1977 1976 


Additional Paid-In Capital 

Balance at beginning of year. 

Par value of 16,129,759 shares issued for two-for-one stock split. 

Proceeds in excess of par value of stock issued under the Stock and Stock Option Plans ... 

Excess of conversion price of debentures over par value of 

stock issued less related expenses. 

Other . 

Balance at end of year. 


$ 42,454,000 

2,903,000 

53,000 
(271,000) 
$ 45,139,000 


$ 54,432,000 
(16,130,000) 
3,366,000 

522,000 
264,000 
$ 42,454,000 


Retained Earnings 

Balance at beginning of year. 

Net income. 

Dividends paid—$.84 per share (1976—$.76) 
Balance at end of year. 

See accompanying notes. 


$244,181,000 

60,090,000 

304,271,000 

27,072,000 

$277,199,000 


$214,470,000 

54,134,000 

268,604,000 

24,423,000 

$244,181,000 
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Consolidated Statement of Changes in Financial Position 


CHESEBROUGH-POND'S INC. AND SUBSIDIARIES 


Year ended December 31, 
1977 1976 


Sources of Working Capital 

Net income. 

Add charges to net income not involving working capital: 

Depreciation. 

Deferred income taxes. 

Other expenses not requiring expenditures of cash. 

Provided from operations. 

Conversion of debentures into common stock. 

Proceeds from stock issued under the Stock and Stock Option Plans 

Increase in long-term obligations. 

Book value of disposed assets. 

Applications of Working Capital 

Additions to property, plant and equipment. 

Decrease in long-term obligations: 

Convertible debentures. 

Other . 

Dividends. 

Purchase of treasury stock. 

Increase in other assets—net. 

Other—net . 

Increase in working capital. 

Changes in Components of Working Capital 
Increase in current assets: 

Cash . 

Short-term investments. 

Accounts receivable. 

Inventories . 

Prepaid expenses . 

Increase (decrease) in current liabilities: 

Notes payable. 

Accounts payable and accrued liabilities. 

Federal and foreign income taxes. 

Long-term obligations due within one year. 


Increase in working capital 
See accompanying notes. 


$ 60 , 090,000 

11 , 238,000 

2 , 701,000 

1 , 751,000 

75 , 780,000 

54,000 

3 , 089,000 

3 , 939,000 

1 , 558,000 

84 , 420,000 

17 , 951,000 

54,000 

675,000 

27 , 072,000 

2 , 352,000 

2 , 052,000 

1 , 011,000 

51 , 167,000 
$ 33 , 253,000 


$ 286,000 
12 , 451,000 
12 , 925,000 
25 , 824,000 
1 , 906,000 
53 , 392,000 

3 , 723,000 
19 , 365,000 
( 2 , 954 , 000 ) 
5,000 
20 , 139,000 
$ 33 , 253,000 


$ 54 , 134,000 

10 , 257,000 

1 , 342,000 

1 , 391,000 

67 , 124,000 

539,000 

3 , 501,000 

40 , 510,000 

942,000 

112 , 616,000 

14 , 893,000 

539,000 

44 , 513,000 

24 , 423,000 

44,000 
( 405 , 000 ) 
84 , 007,000 
$ 28 , 609,000 


$ 2 , 727,000 

739,000 
26 , 275,000 
2 , 364,000 
487,000 
32 , 592,000 

( 5 , 989 , 000 ) 
4 , 313,000 
5 , 255,000 
404,000 
3 , 983,000 
$ 28 , 609,000 
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Notes to Consolidated Financial Statements 


CHESEBROUGH-POND'S INC. AND SUBSIDIARIES 


Summary of Significant Accounting Policies 

Principles of Consolidation 

The consolidated financial statements include the accounts of 
all domestic and foreign subsidiaries. Intercompany accounts 
and material intercompany transactions have been eliminated in 
consolidation. 

Inventories 

Inventories are stated at the lower of standard cost (first-in, 
first-out) or market. Standard cost approximates actual cost. 

Property , Plant and Equipment 

Property, plant and equipment are stated at cost. Depreciation, 
which includes amortization of assets recorded under capital 
leases, is provided on a straight-line basis for financial account¬ 
ing purposes, while accelerated methods are used for income 
tax purposes. Deferred income taxes are provided on the 
difference. Maintenance and repairs are expensed as incurred. 
Additions and major improvements are capitalized. Upon the 
sale or retirement of property, the property accounts and 
the related accumulated depreciation are adjusted and any profit 
|Or loss is reflected in income. 

\lnvestmentTax Credits 

Investment tax credits are applied as a reduction of the provision 
for income taxes in the year the related property is put into 
service. 



Goodwill and Trademarks 

Costs in excess of net assets of acquired companies and trade¬ 
marks acquired under agreements entered into prior to 
November 1,1970 are not being amortized since there is no 
present indication of any permanent impairment in the value of 
these assets. Goodwill and trademarks acquired after Octo¬ 
ber 31,1970 are not material. 

Advertising and Promotion Expenses 

Advertising expenses are charged to income during the year in 
which they are incurred. Promotion expenses are charged to 
income during the period of the promotional campaign. 

Retirement Plans 

The Company has various retirement plans covering the 
majority of its employees worldwide. The Company's policy is 
to fund pension costs currently, and substantially all past 
service costs have been fully funded for the principal plans. 

Earnings Per Share 

The computation of earnings per share is based on the weighted 
average number of shares outstanding (32,222,000 in 1977 
and 32,121,000 in 1976). Dilution relating to convertible deben¬ 
tures and other rights was not material. 

Foreign Operations 

The consolidated balance sheet at December 31,1977 and 1976 
includes net assets of $114,232,000 and $106,974,000 respec¬ 
tively for subsidiaries and branches in foreign countries. 

Results of the Company's International Division were as follows 
(including export sales and associated net income): 


_1977_ 1976 

Net sales. $226,517,000 $211,823,000 

Net income . 12,412,000 11,692,000 


Stock Plan 

The Plan provides that no more than 300,000 shares can be 
allocated in any one year and no more than 4% thereof can be 
allocated to any one individual in any year. Shares offered under 
the Plan in years prior to 1974 allow for payment of the shares 
over a five-year period. With the approval of shareholders, 
in 1974 the Plan was amended to provide for the awarding rather 




















than the purchasing of shares and further amended to allow 
employees to defer the receipt of the shares until separation from 
the Company. 


the related future tax benefit. Tax effects arising from the 
change in market values at these different measurement dates are 
applied to additional paid-in capital. 


The status of the Plan at December 31 was as follows: 



Purchase Plan 

Purchase 

Shares Price 

Award 

Plan 

Shares 

Total 

Shares 

Deferred 

Shares 

1977: 

Outstanding 
January 1. 

36,130 

$11.66-12.825 

411,658 

447,788 

10,486 

Allocations . 

— 

— 

212,797 

212,797 

— 

Issued. 

(20,150) 

11.66-12.825 

(88,766) 

(108,916) 

(682) 

Deferred . 

— 

— 

(10,284) 

(10,284) 

10,284 

Cancelled . 

(1,088) 

12.825 

(24,740) 

(25,828) 

— 

Units in lieu of 
dividends. 

_ 

_ 

_ 

_ 

718 

Outstanding 
December 31 ... 

14,892 

$12,825 

500,665 

515,557 

20,806 

Shares Reserved . . 

1976: 

Outstanding 
January 1. 

182,040 

$10.60-12.825 

1,308,431 

332,918 514,958 

3,480 

Allocations. 

— 

— 

169,826 

169,826 

— 

Issued. 

. (143,584) 

10.60-12.825 

(64,652) 

(208,236) 

(428) 

Deferred . 

— 

— 

(7,120) 

(7,120) 

7,120 

Cancelled. 

(2,326) 

12.825 

(19,314) 

(21,640) 

— 

Units in lieu of 
dividends. 

_ 

_ 

_ 

_ 

314 

Outstanding 
December 31 ... 

36,130 

$11.66-12.825 

411,658 

447,788 

10,486 


Shares Reserved .. 1,414,608 


Stock Option Plans 

On May 4,1972, the shareholders approved a Qualified Stock 
Option Plan which authorizes issuance of options to purchase 
not more than 1,000,000 shares of common stock by certain 
employees at an option price of not less than 100% of the fair 
market value of the stock at date of grant. At December 31,1977 
no options had been granted. 

On May 17,1973, the date of the merger with Health-tex, Inc., 
the Company adopted a qualified Substitute 1971 Health-tex 
Employee Stock Option Plan. All Health-tex options that were 
outstanding at that date were converted into options for the 
Company's common stock and the option price was adjusted 
accordingly. No additional options are to be granted under the 
Plan. 

The status of the Plan at December 31 follows: 

1977 1976 


Option Option 

Shares Price Shares Price 

Outstanding, 

January 1 . 45,052 $15.00-37.44 68,462 $15.00-37.4< 

Exercised. (6,192) 15.00 (22,216) 15.00 

Cancelled. (5,480) 15.00-37.44 (1,194) 15.00-37.44 

Outstanding, 

December 31 . 33,380 $15.00-37.44 45,052 $15.00-37.4^ 


Under the Internal Revenue Code and pertinent regulations of 
the United States Treasury Department, the Company is 
entitled to tax deductions relating to the difference between the 
employees' purchase price and the market value of the shares 
at certain applicable measurement dates. With respect to 
purchase agreements dated prior to January 1 , 1973, an amount 
equivalent to the tax benefit provided by these regulations has 
been charged to income and has been credited to additional 
paid-in capital as additional consideration received by the Com¬ 
pany for the stock sold under the Plan. With respect to 
agreements dated after December 31,1972, a charge to income 
is reflected over a five-year period for compensation expense. 
During 1977 and 1976, $3,848,000 and $3,054,000 were 
charged to income respectively. The measurement dates and the 
timing of expense for financial accounting and income tax 
purposes differ. Deferred income taxes have been provided for 



26 

































































Under the Tax Reform Act of 1976, all qualified options must be 
exercised before May 21,1981 to retain their qualified status 
for tax purposes. 


Long-Term Obligations 

Long-term obligations at December 31, excluding amounts due 
within one year, were: 


Property, Plant and Equipment 

Property, plant and equipment at December 31 follows: 

1977 1976 


Land. $ 9,416,000 

Buildings and building improvements .. 71,544,000 

Machinery and equipment. 109,847,000 

Leasehold improvements. 4,563,000 

Construction in progress. 2,882,000 

198,252,000 

Less accumulated depreciation. 69,600,000 

Net property, plant and equipment .... $128,652,000 


$ 8,754,000 

67,483,000 
99,308,000 
3,946,000 
4,254,000 
183,745,000 
60,248,000 
$123,497,000 


8V4% Notes due January, 1979 . . 
4 3 /4% Convertible debentures, 

due December 31, 1983 . 

6V4% Convertible debentures, 

due December 15,1984 .. 

Term loans.. 

Obligations under capital leases 

Total. 


1977 _ 1976 

$40,000,000 $40,000,000 


1,689,000 

15,497,000 

10,891,000 

7,305,000 

$75,382,000 


1,743,000 

15,497,000 

7,272,000 

7,660,000 

$72,172,000 


The 8 V 4 % notes may be prepaid voluntarily without premium 
or penalty. The Company is planning to refinance these notes at 
a slightly more favorable interest rate. 


Included above is net property, plant and equipment relative to 
capital leases of $7,641,000 in 1977 and $8,075,000 in 1976. 


Rent Expense and Lease Commitments 

The Company has operating leases, primarily for distribution 
warehouses, general office facilities and data processing equip¬ 
ment. Rent expense relative to these operating leases was 
$13,352,000 and $11,267,000 in 1977 and 1976, respectively. At 
December 31,1977, the minimum rental payments under non- 
cancelable operating leases with a term in excess of one year 
were as follows: 


1978 .. 

1979 ... 

1980 .. 

1981 .., 

1982 ... 
1983-96 


$ 6,735,000 
5,412,000 
4,567,000 
3,984,000 
3,732,000 
13,203,000 
$37,633,000 


The Company also has three capital leases for plants. The Com¬ 
pany has an option to purchase these facilities at any time by 
funding an amount sufficient to retire the then outstanding debt 
or for a nominal amount after the retirement of the debt. At 
December 31,1977, the future minimum lease payments for these 


capital leases were as follows: 

1978 . $ 749,000 

1979 . 751,000 

1980 . 945,000 

1981 . 934,000 

1982 . 921,000 

1983-94 . 6,640,000 

Total minimum lease payments. 10,940,000 

Less amount representing interest. 3,280,000 

Total obligations under capital leases. 7,660,000 

Less obligations due within one year. 355,000 

Long-term obligations under capital leases. $ 7,305,000 


The convertible debentures, which were issued by a wholly- 
owned subsidiary of the Company, are guaranteed on a subordi¬ 
nated basis as to principal and interest by the Company. The 
4 3 / 4 % and 6 1 / 4 % debentures are convertible into common stock 
of the Company at $24.50 per share and $26.75 per share, 
respectively. In addition, the debentures are subject to annual 
sinking fund payments of $850,000 for the 4 3 / 4 % debentures 
and $1,800,000 for the 6 x U°/o debentures. In 1977 and 1976, 
the sinking fund requirements were satisfied by previously con¬ 
verted debentures as provided in the Trust Agreement and 
it is management's present intention to satisfy the 1978 sinking 
fund requirements in the same manner. 

The status of the debentures at December 31 follows: 

4 s /4°/o 6V 4 % 


Principal 

Shares 

Principal 

Shares 

Amount 

Reserved 

Amount 

Reserved 


1977: 

Outstanding, January 1 .. 

$1,743,000 

71,143 

$15,497,000 

579,327 

Converted during the year 

(54,000) 

(2,203) 

— 

— 

Fractional shares. 

— 

(1) 

— 

— 

Outstanding, December 31 

$1,689,000 

68,939 

$15,497,000 

579,327 

1976: 

Outstanding, January 1 .. 

$2,014,000 

82,204 

$15,765,000 

589,346 

Converted during the year 

(271,000) 

(11,054) 

(268,000) 

(10,014) 

Fractional shares. 

— 

(7) 

— 

(5) 

Outstanding, December 31 

$1,743,000 

71,143 

$15,497,000 

579,327 
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Term loans consist of $6,700,000 due to domestic banks and 
$4,191,000 due in foreign countries. The domestic term loans 
provide for interest at l U of 1% above 115% of the prime rate 
with a maximum average interest rate of 7 */ 2 %. The loans 
are payable in two installments, January 2 ,1979 and December 
31,1979, and may be repaid earlier at the Company's discretion 
without penalty. The foreign term loans exist in various coun¬ 
tries at interest rates ranging from 6 V 2 % to 19V2% and with 
various maturity dates, none beyond June 30,1982. 

The loan agreements contain various restrictions, all of which 
are being met by the Company. 

Executive Incentive Profit Sharing Plan 

Under the provisions of the Executive Incentive Profit Sharing 
Plan, $2,350,000 was charged to income in 1977 and $2,055,000 
in 1976. Of these amounts, payments of $265,000 and $301,000 
have been deferred in 1977 and 1976 and converted into 12,370 
units and 12,084 units, respectively, measured by the then 
current market value of a share of the Company's common 
stock. Participants will receive, upon retirement, death or 
termination of employment, shares of the Company's common 
stock equal to the number of units credited to their accounts 
unless the Company elects to distribute cash equal to the then 
current market value of such shares. Distribution to participants 
in 1977 and 1976 consisted of 14,736 shares and 8,587 shares 
of common stock, respectively. At December 31, 1977, there 
were 110,037 units credited to participants under the Plan. 

Retirement Plans 

The Company has charged to income $3,779,000 in 1977 and 
$3,349,000 in 1976 for all retirement plans. 

Research and Development 

In 1977 and 1976 respectively, $7,119,000 and $6,270,000 were 
charged to income for Company-sponsored research to develop 
and improve products. 

Income Taxes 

The provision for income taxes consists of the following: 


_ 1977 _ 1976 

United States. $39,225,000 $35,157,000 

Foreign. 9,534,000 11,203,000 

State and local. 4,949,000 4,293,000 

Total. $53,708,000 $50,653,000 


The provision for income taxes differs from the amount com¬ 
puted by applying the U.S. statutory rate of 48% to income 
before taxes. The reasons for this difference are as follows: 


1977 1976 


% of 

% of 

Pre-tax 

Pre-tax 

Amount Income 

Amount Income 



(in thousands of dollars) 


Provision for income taxes 

at the U.S. statutory rate. 

$54,623 

48.0% 

$50,298 

48.0% 

State and local income taxes, net 
of federal income tax benefit . . . 

2,574 

2.3 

2,232 

2.1 

Difference in effective tax 

rate of foreign operations. 

353 

0.3 

2,208 

2.1 

Puerto Rico operations. 

(3,182) 

(2.8) 

(3,299) 

(3.1) 

Investment tax credits . 

(930) 

(0.8) 

(970) 

(0.9) 

Other items. 

270 

0.2 

184 

0.1 

Actual tax provision . 

$53,708 

47.2% 

$50,653 

48.3% 


Deferred income taxes, which arise primarily from the use of 
accelerated depreciation methods for income tax purposes, 
amounted to $2,701,000 in 1977 and $1,342,000 in 1976. 

No residual income taxes have been provided on unremitted 
earnings of subsidiaries not included in the Company's consoli¬ 
dated federal income tax return that are intended to remain 
permanently invested to finance future growth and expansion or 
that will be remitted in future tax-free liquidations. Such undis¬ 
tributed earnings aggregated $85,126,000 at December 31,1977. 

Segments of Business 

The Company operates principally in six segments. The Health 
and Beauty Products segment manufactures and markets 
through various retail outlets proprietary and specialty products 
consisting of products used principally for toiletry and medicinal 
purposes and, in the case of certain products, for a wide variety 
of other uses. They include plain and medicated petroleum 
jellies, lotions, cotton swabs, absorbent cotton, cough and cold 
remedies, hair dressings and shampoos. In addition, the Health 
and Beauty Products segment produces a large number of cos¬ 
metic products, including skin creams and lotions, make-up 
powders and foundations, lipsticks, nail care products, deodor¬ 
ants and talcum and dusting powder. The Packaged Foods 
segment manufactures and markets through retail stores spe¬ 
cialty foods which include spaghetti sauces, meat tenderizers and 
seasonings. The Health-tex segment manufactures and dis- 
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Assets 


tributes through retail stores permanent press knit and woven 
apparel for infants, toddlers and young boys and girls. The 
Prince Matchabelli segment manufactures and sells fragrances 
and fashion items which include perfumes, colognes, bath oils, 
eye make-up and beauty treatment items. The Hospital Products 
segment manufactures and distributes supplies to hospitals. 
These products include sterile gauze dressings, ointments, cotton 
swabs, bandages, thermometers and various sets and devices 
for hospital use. The International segment manufactures and 
distributes throughout most of the world proprietary and 
specialty products, cosmetics, specialty foods, fragrances and 
fashion items and hospital supplies. 

Intersegment sales, or transfers, are accounted for principally 
at standard cost which approximates actual cost. Identifiable 
assets by segment and geographic area are those assets that 
are used exclusively by the segment or geographic area and an 
allocated portion of certain corporate assets. 

Information about the Company's operations in different indus¬ 
try segments for the year ended December 31,1977 follows: 

Less Sales to 

Total Intersegment Unaffiliated 

Net Sales Sales Customers 

(in thousands of dollars) 

Health and Beauty Products .. $191,148 $ 8,750 $182,398 


Packaged Foods. 146,318 435 145,883 

Health-tex . 143,751 - 143,751 

Prince Matchabelli. 97,763 1,764 95,999 

Hospital Products. 26,910 548 26,362 

International... 213,604 — 213,604 

Total. $819,494 $11,497 $807,997 


Income 

from Operations 

(in thousands of dollars) 


Health and Beauty Products. $ 33,248 

Packaged Foods. 23,346 

Health-tex. 20,496 

Prince Matchabelli . 20,598 

Hospital Products . 2,763 

International . 23,751 

Total income from operations. $124,202 


Capital 



Depreciation 

Expenditures 

Health and Beauty Products. 

(in thousands of dollars) 

Packaged Foods. 


3,245 

Health-tex . 


3,197 

Prince Matchabelli. 


724 

Hospital Products. 


486 

International . 


6,454 

Total. 

. $11,238 

$17,951 


(in thousands of dollars) 


Health and Beauty Products. $ 95,289 

Packaged Foods. 90,280 

Health-tex . 91,388 

Prince Matchabelli . 68,171 

Hospital Products... 18,225 

International. 197,746 

Total industry segment assets. 561,099 

Corporate assets (domestic cash and 

short-term investments). 14,330 

Total assets. $575,429 


Information about the Company's operations in different geo¬ 
graphic areas for the year ended December 31,1977 follows: 


Less Transfers Sales fo 

Total Between Unaffiliated 

Net Sales Geographic Areas Customers 
(in thousands of dollars) 

United States. $598,764 $4,371 $594,393 

Europe . 82,479 2,141 80,338 

Other .. 133,266 — 133,266 

Total. $814,509 $6,512 $807,997 


Income 

from Operations 
(in thousands of dollars) 

United States. $100,451 

Europe. 7,017 

Other. 16,734 

Total income from operations. $124,202 


Assets 

(in thousands of dollars) 

United States. $363,353 

Europe. 100,734 

Other. 97,012 

Total geographic segment assets. 561,099 

Corporate assets (domestic cash and 

short-term investments). 14,330 

Total assets .* • $575,429 
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Quarterly Data (unaudited) 


The quarterly results were as follows: 

1st 

Quarter 

2nd 

Quarter 

3rd 

Quarter 

4th 

Quarter 

1977: 


(in thousands of dollars) 


Net sales . 


$183,701 

$232,636 

$201,231 

Gross profit. 


98,507 

123,552 

104,551 

Net income . 


12,617 

21,830 

10,447 

Earnings per share. 

.47 

.39 

.68 

.32 

Cash dividends per share . .. 

.21 

.21 

.21 

.21 

Stock price range: 





High. 


24} U 

25V« 

23 

Low. 


20 1 /* 

2lVs 

20Ve 

1976: 





Net sales . 


$167,744 

$216,874 

$185,545 

Gross profit. 


85,642 

112,270 

94,405 

Net income . 


11,754 

19,216 

9,247 

Earnings per share. 


.37 

.60 

.29 

Cash dividends per share . . . 

.19 

.19 

.19 

.19 

Stock price range: 





High. 


30*/8 

30 

27Vi 

Low. 


25 7 /« 

25 s /4 

22Vt 


Replacement Cost Information (unaudited) 

The Securities and Exchange Commission requires the Company 
to present unaudited replacement cost information in its finan¬ 
cial statements filed on Form 10-K, a copy of which is available 


upon request. This information indicates that it would cost the 
Company more to replace inventories and productive capacity 
than the amounts originally incurred to acquire such assets. In 
addition, estimated amounts of cost of products sold based on 
replacement cost of inventories at time of sale and depreciation 
based on average current replacement cost of productive 
capacity are greater than the related amounts based on historical 
cost. The Company has historically been able to compensate for 
cost increases by increasing sales prices in an amount sufficient 
to maintain an approximately constant gross profit percentage 
on sales. The additional investment required to replace produc¬ 
tive capacity principally reflects the cumulative impact of infla¬ 
tion on these long-lived assets. The notes to the financial 
statements in the annual report to the Securities and Exchange 
Commission on Form 10-K include a more comprehensive 
discussion of replacement cost information. 

The amounts disclosed in the unaudited replacement cost note in 
the Form 10-K are based on hypothetical assumptions and 
substantial subjective judgments and estimations. The replace¬ 
ment cost information should not be interpreted as indicative 
of the actual cost to be incurred in the future to replace the 
Company's productive capacity, nor should it be interpreted as 
indicative of the manner in which such capacity would actually 
be replaced. 


Report of Certified Public Accountants 

Arthur Young X Company 

To the Shareholders, Chesebrough-Pond's Inc . 


277 PARK AVENUE 
NEW YORK, N. Y. 10017 


We have examined the accompanying consolidated balance sheet of Chesebrough-Pond's Inc. and subsidiaries at December 31, 
1977 and 1976 and the related consolidated statements of income, additional paid-in capital, retained earnings and changes in 
financial position for the years then ended. Our examinations were made in accordance with generally accepted auditing standards 
and, accordingly, included such tests of the accounting records and such other auditing procedures as we considered necessary in the 
circumstances. 

In our opinion, the statements mentioned above present fairly the consolidated financial position of Chesebrough-Pond's Inc. and 
subsidiaries at December 31,1977 and 1976 and the consolidated results of operations and changes in financial position for the 
years then ended, in conformity with generally accepted accounting principles applied on a consistent basis during the period. 




February 15,1978 
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Chesebrough-Pond's Worldwide 


Principal Products 


International Branches 
and Subsidiaries 

Argentina, Buenos Aires* 
Australia, Melbourne* 

Brazil, Sao Paulo* 

Canada, Markham*/ 
Peterborough* 

Colombia, Bogota* 

England, London*/ Alfreton* 
France, Paris/Pont de L'Arche* 
Guatemala, Guatemala City 
Hong Kong 
India, Madras* 

Indonesia, Jakarta* 

Ireland, Dublin 
Italy, Milan* 

Japan, Tokyo* 

Kenya, Nairobi* 

Malawi, Blantyre* 

Malaysia, Kuala Lumpur 
Mexico, Cuernavaca* 

Monaco, Monte Carlo* 

New Zealand, Auckland 
Nigeria, Apapa 
Panama, Panama City* 

Peru, Lima* 

Philippines, Manila 
Puerto Rico, San Juan 
Rhodesia, Salisbury* 

Singapore 

South Africa, Germiston* 
Spain, Madrid* 

Switzerland, Geneva 
Thailand, Bangkok 
Trinidad, Port of Spain* 
Venezuela, Caracas* 

West Germany, Munich/ 
Obemdorf-Am-Neckar* 
Zambia, Lusaka* 


’overseas plants 


0 


Domestic Plant Locations 

Brunswick, Maine 
Cabo Rojo, Puerto Rico 
Central Falls, Rhode Island 
Centreville, Alabama 
Clinton, Connecticut 
Cumberland, Rhode Island (2) 
Danville, Virginia 
Gadsden, Alabama (2) 
Gardiner, Maine 
Guin, Alabama 
Huntsville, Alabama 
Jefferson City, Missouri 
Las Piedras, Puerto Rico 
Merced, California 
North Hollywood, California 
Oriskany Falls, New York 
Owensboro, Kentucky 
Perth Amboy, New Jersey 
Portland, Maine 
Rochester, New York 
Sherburne, New York 
Watertown, New York 


In addition to maintaining 
plants in 25 countries , 
Chesebrough-Pond's uses 
the facilities of manu¬ 
facturing and selling 
representatives in 51 other 
important markets. 

Chesebrough-Pond's 
products are sold in 
140 markets throughout 
the world. 


Proprietary and Specialty 

*Amoha Shampoo 
*Busy Girl Dry Shampoo 
*Cotrino Cotton Swabs 
*Durban's Toothpaste 

Extra Strength Vaseline Intensive Care Lotion 
Groom & Clean Hair Dressing 
*Lord Cheseline Hair Dressings 
*Lysoform Cleanser/Disinfectant 
Pertussin Cough and Cold Products 
Q-tips Cotton Swabs and Cotton Balls 
*Tricofilina Shampoo 
*Vaseline Balanced Care Shampoo 
*Vaseline Hair Spray 
Vaseline Hair Tonic 
Vaseline Intensive Care Bath Beads 
Vaseline Intensive Care Baby Products 
Vaseline Intensive Care Lotion 
Vaseline Intensive Care Wipe'n Dipe Wipes 
Vaseline Lip Balm 
Vaseline Petroleum Jelly 

Cosmetics 
Aziza Eye Make-up 
Aziza Lip Gloss and Blush 
Cutex Nail Polishes and Polish Removers 
Erno Laszlo Skin Care Preparations 
*Louis Philippe Cosmetics 
Odorono Deodorant 
*Peggy Sage Nail Polishes and Lipsticks 
Pond's Angel Face Make-up 
Pond's Cream & Cocoa Butter Hand Lotion 
Pond's Beauty Creams and Lotions 
Pond's Talc and Dusting Powder 

Packaged Foods 

Adolph's Food Specialties 
Ragu Italian Cooking Sauce 
Ragu Spaghetti Sauces 

Children's Apparel 

Health-tex Children's Apparel 

Fragrances 

Prince Matchabelli Aviance Fragrance 
Prince Matchabelli Cachet Fragrance 
Prince Matchabelli Golden Autumn Fragrance 
Prince Matchabelli Prophecy Fragrance 
Prince Matchabelli Wind Song Fragrance 

Hospital Products 

Faichney and Ballo Thermometers 
Triflo II Incentive Deep-Breathing Exerciser 
Xeroform Dressings 
Uri-Drain Male Incontinence Devices 
Vaseline Sterile Petrolatum Gauze 
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